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Estimated average burden
ANNUAL AUDITED REPORT hours perresponse...... 12.00
FORM X-17A-5 SEC FILE NUMBER
PART Il A

FACING PAGE
Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 01/01/07 . AND ENDING 12/31/07
MM/DDIYY MM/DD/YY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: Salem Partners, LLC QFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM 1.D. NO.

11111 Santa Monica Boulevard, Suite 1070

{No. and Street}

Los Angeles CA 90025
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Stephen Prough (310) BO6-4200
: {Area Code - Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

GHP Horwath, P.C.

{Name — if individual, state last, first, middle name)

1670 Broadway, Suite 3000 Denver co 80202
{Address) (City) PROCESSED (State) (Zip Code)
CHECK ONE:
Certified Public Accountant MAR 31 2008 SEC Mg“ Prncassing
O Public Accountant THOMSON ecuon
O Accountant not resident in United States or any (fl] 1s possemélléns. F EB 2 g 2008
FOR OFFICIAL USE ONLY Washineian_no
M

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supporied by a statement of facts and circumstances relied on as the basis Jor the exemption. See Section 240.17a-5(2)(2)

Potential persons who are to respond to the collection of
information contained in this form are notrequiredtorespond
SEC 1410 (06-02) unless the form displays a currently valid OMB control number.
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OATH OR AFFIRMATION

I, Stephen Prough , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporling schedules pertaining to the firm (l'f

Salem Partners, LLC ‘ , as
of December 31, , 2007 _, are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

) P

V4
* Y __
Slgnafﬁ’rc

(o-CE0

Title

Sge Moduod Nk GAGl

Notary Public

his report ** contains (check all applicable boxes):

Al (a) Facing Page.

{b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
See pages 21-23.

**Eor conditions of confidential treatment of certain portions of this filing, see section 240. 17a-5(ej(3).
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(o) Independent auditors' report.
X (p) Independent auditors’ report on internai control.
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See Attached Document (Notary to cross out lines 1-6 below)
See Statement Below (Lines 1-5 to be completed only by document signer(s], nof Notary)

Signature of Document Signer No. 2 (if any)

State of California

County of Los PW\%L\LS

| Subscribed and sworn to (or affirmed) before me on this

| 1% day of a ,20_. 0% by

Date Month Year

Name of Signer =3

proved to me on the basis of satisfactory evidence
to be the person who appeared before me () ()

JULIANNE LOUISE ASKEW (and
COMM, #1606279 =

Notary Public - California 8 (2)
Los Angeles Coul;gy -

Name of Signer

proved to me on the basis of satisfactory evidence
to be the person who appeared before me.)

Signatura of Notary Pubiic

Ptaca Notary Seal Above

OPTIONAL
Though the information bg.’ow is not required by law, it may prove RIGHT THUMBPRINT RIGHT THUMBPRINT
valuable to persons relying on the document and couid prevent OF SIGNER #1 OF SIGNER #2
fraudulent removal and reattachment of this form to another document, Top of thumb here Top of thumb here

Further Description of Any Attached Document

Title or Type of Document; PY\V\L\&_\M'\* e-d Q QM

Document Date: !thtﬂ' 5 2!2.—‘_0! E!; Number of Pages: Q, '2

Signer(s) Other Than Named Above:
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J/,\ GHP Horwath

Centified Public Accountants and Business Consuitants 1670 Bl’OﬂdWil)‘, Suite 3000
Denver, Colorado 80202
303.831.5000
303.831,5032 Fax
www.GHPHorwath.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of

Salem Partners, LLC

We have audited the accompanying statement of financial condition of Salem Partners, LLC as of December
31, 2007, and the related statements of income (loss), changes in ownership equity, and cash flows for the
year then ended, that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Salem Partners, LLC as of December 31, 2007, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whote. The accompanying information contained in the computations of net capital, net capital requirement
and aggregate indebtedness, is presented for purposes of additional analysis and is not a required part of the
basic financial statements, but is supplementary information required by rule 17a-5 under the Securities
Exchange Act of 1934. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

AR Fernntt, F:C

February 26, 2008

GHD A GHP Financial Group company

GHP Horwath, P.C. is a member firm of Horwath International Association. Each member firm is a separate and independent legal entity.



OMB APPROVAL
UNITED STATES gx%ﬁeﬁ?mbe;;bruagzgas.ggg
SECURITIES AND EXCHANGE COMMISSION Estimated average burden
Washington, D.C. 20549 hours perresponse. ... .. 12.00
x 1 7A 5 (Financial and Operational Combined Uniform Single Report)
B -

PART A

(Please read instructions before preparing Form.)

This report is being filed pursuant to {Check Applicable Block(s)):
1) Rule 17a-5(a) 2) Rule 17a-5(b) [__117] 3) Rule 17a-11
4) Special request by designated examining authority 5) Other
NAME OF BROKER-DEALER SEC FILE NO.
B-50241 [1a
FIRM 1.D. NO.
Salem Partners, LLC ] 13
ADDRESS OF PRINCIPAL PLACE OF BUSINESS {Do Not Use P.0. Box No.) 043363 15 |
FOR PERIOD BEGINNING (MM/DD/YY)
11111 Santa Monica Boulevard, Suite 1070 20
{No, and Street) 01/01/07 [ 24
AND ENDING (MM/DD/YY) :
Los Angeles i 21] CA 22] 90025 23
(City) {State) (Zip Code) 12/31/07 [25 ]
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT [N REGARD T0 THIS REPORT (Area Code) — Telephone No.
Stephen Prough [30] (310) 806-4200 [31]
NAME(S) OF SUBSIDIARIES OR AFFILIATES CONSOLIDATED IN THIS REPORT: QFFICIAL USE
32| [33]
[34) {3
[36] [371
[38 [39
N 1 DOES RESPONDENT CARRY ITS OWN CUSTOMER ACCOUNTS?  YES [ [40 | NO[ X |41
CHECK HERE IF RESPONDENT IS FILING AN AUDITED REPORT [ X 142 ]
EXECUTION:

The registrant/broker or dealer submitting this Form and its attachments and the person(s) by
whom it is executed represent hereby that all information contained therein is true, correct and
complete. It is understood that afl required items, statements, and schedules are considered
integral parts of this Form and that the submission of any amendment represents that all
unamended items, statements and schedules remain true, correct and complete as previously

SEC Mail Processing submitted.

Section Dated the A7 ﬂ/f day of _ {~¢ bg}g arlry 208 2
Manual signatures of:
FEB2OM /Ny

Principal Executive Officer of Managing Partner

Washington, DC 2)
111 Principal Financial Officer or Partner
3)

Principal Operations Officer or Partner

ATTENTION — Intentional misstatements or omissions of facts constitute Federal
Criminal Violations. (See 18 U.5.C. 1001 and 15 U.S.C. 78:1(a}}

l— _’ Persons who respond to the collectlon of information contained in this form
are not required to respond unless the form displays a currently valid OMB
control numbar. 4




TO BE COMPLETED WITH THE ANNUAL AUDIT REPORT ONLY:

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report

NAME (If individual, state last, first, middle name)

GHP Horwath, P.C. [ 70
ADDRESS
1670 Broadway, Suite 3000 71 ) Denver [72] co 73 | 80202 (74
Number and Street City State Zip Code

CHECK ONE

Certified Public Accountant FOR SEC USE

(] Public Accountant

(] Accountant not resident in United States

or any of its pessessions
D0 NOT WRITE UNDER THIS LINE . . . FOR SEC USE ONLY
WORK LOCATION REPORT DATE DOC. SEQ. NO. CARD
MM/DD/YY
[ 50 [ 51 [ 52 [ 53
5



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

BROKER OR DEALER  Salem Partners, LLC N 3
1
LLELd
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
as of (MM/DD/YY) 12/31/07 99
SEC FILENO., B-50241 63
Consolidated 18d
Unconsolidate BLELE
Allowable Non-Allowable Total
LT T o $ 740,810 [200 ) $ 740,810 [ 750 |
2. Receivables from brokers or dealers:
A, Clearance aCCOUM .o.ovuvrirrmrr it msesresenerernees 3 295
B, OHEr oo erereerrrvreeneens . 300 | § 550 810
3. Receivable from nON-CUSIOMETS ...c.coeerrcerrerrenererenas 353 578,090 | 600 | % 578,000 { 830
4, Securities and spot commodities
owned at market value:
A, Exempled SBCUMHES w.vvvereererrerrerrrrrncrcrcnrsnssiscanas 418
8. Debt securities 419
C. OpiONS ..ot 20
D. Other SECURLIES .....cccovecmrrerrrrmsrmsrrvrcrmrisssesassenss 424
E. Spot COMMODILIES .vvvvernrenssnrerrsrrrrssssmrsnrsssssenas " 430 850 ]
5. Securities and/or other investments
not readily marketable:
A. Atcosty § 130
B. Atestimated fair value ..o e 440 610 860 |
6. Securities borrowed under subordination
agreements and partners’ individual and capital
secuyities accounts, at market value; 460 630 | 8860 |
A. Exempted
securities $ 150 |
B. Other
securities § 160
7. Secured demand NOES: ...o.o.ocevvvrresrerssencsesresineaens 470 640 | 890 |
Market value of collateral:
A. Exempted
securities $ 170
B. Other
securities $ 180
8. Memberships in exchanges:
A. Owned, at
market  $ 190
B. Owned, Bt COSY ...t cecrccrarnmnim st 650
C. Contributed for use of the company, at
market valie ........ccocernnes % 660 500
9. Investment in and receivables fram affiliates,
subsidiaries and associated partnerships ......cccoocoverevene. 480 65,408 [ 670 | 65,408 | 910
10. Property, furniture, equipment, leasehold
improvements and rights under lease agreements,
at cost-net of accumulated depreciation and .
amortization ...... ettt s e e nee 490 81,519 | 680 |% 81,519 | 920
11, OEF AS51S ceoveeeereeressercrecsissretsss s masrssasamssnr s s s senanss 535 39,815 | 135 39,815 [ 930
12, TOTAL ASSETS .o sesssssestsssssmerrnssrrsssnsesernenb 3 740,810 | 540 | § 764832 | 140 | § 1,505,642 | 940
OMIT PENNIES
{Continued} 6



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

BROKER OR DEALER Satem Partners, LLC

asof 12/31/07

STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CEATAIN OTHER BROKERS OR DEALERS

LIABILITIES AND QWNERSHIP EQUITY

Al Non-A.l
Lighilil Ligbiil Lizhilit Total
13. Bank 10ans payable ... $ 1045] & [1255]% § [1a70}
14, Payable to brokers or dealers:
A. Clearance account ........oecrcvommessmirsiinninses 1114 1315 1560
i B. Other ... « o 115 1305 1540
15. Payable t0 NON-CUSIOMENS ........ocoiirvivirisisisrmsrnsens 1155 13585 1610
16. Securities soid not yet purchased,
at MArKet VRIUE ..o erisisicsisrs e e rns e s 1350| 1620}
17. Accounts payable, accrued liabilities,
expenses and other 263,333 [1205) [1385] 263,333 _[1685)
18, Notes and mortgages payable:
A, UNSECUMET ..ot e cevcasnss e rnsrsrassens 1210 1690
B. Secured....ccricerinnne - 12117, [13g0] 1700
19. E. Liabilities subordinated to claims
of general creditors:
A Cash BOMOWINGS: .oovoevrerevervesisisrienienennssmnenas (1400 {170]
1. from outsiders%, $ (970
2. includes equity subordination (15¢3-1{d}}
of... $ 980
B. Securities borrowings, at market value ............ [1a10 [1720
from outsiders s [[990
C. Pursuant to secured demand note
collateral agreememts .......covcovnrcvernenssisnens 1420) 1730]
1. from outsiders $ 1000
2. includes equity subordination {15¢3-1(d
of ... $ [1010]
D. Exchange memberships contributed for
use of company, at market value .............cu 143 | [174I]|
E. Accounis and other borrowings not
qualified for net capital purposes ... 1220 85,421 [ 1440 85,421 [ 1750
20. TOTAL LIABILITIES ... vririsnsesnnssinrenns $ 263,333 [1230] $ 85,421 | 1450 348,754 [ 1760

Ownership Equily
21. 5018 PrOPABIOTSHI ........cvv e renscrsemssmrmszasrns s rsssssossosssnssssons v e sue s ettt st s s sas s s
22. Partnership (imited partners) ........tbQ. T8 1,156,888 [1020])
23. Corporation;
Preferred stock .. et s
Common SOk ...cconicccriiniinions
Additional paid-in capital ...
Retained earnings ..........
TOM] e srres et sroba cen st s s st s sanara s
Less capital stock in treasury ...
24. TOTAL OWNERSHIP EQUITY ..o ereeeeenecememem e issssrissrsss st s srasmesnssnssnsssgsssssease
25, TOTAL LIABILITIES AND OWNERSHIP EQUITY ..........

mmoa®me

See notes to financial statements.

1770

1,156,888 | 1780

1791

1792

1793

1794

1795

1796

1,156,888/ 1800

1,505,642| 1810

OMIT PENNIES



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

s L

BROKER OR DEALER Salem Pariners, LLC as of _12/31/07

COMPUTATION OF NET CAPITAL

I 1. Total ownership equity 1rOM StAeMENt O FINANCIA] CONGIION .ovvvvvrveereersreserreressessasesseeavesaessneseeorcorseers 444342 4ssasssess s snemssesssmasesssesas $ 1,156,888 | 3480
- 2. Deduct ownership equily not allowable for Net Capital ........ Yo d j| 3490
3. Total ownership equity qualified for Net Capital ..........imvnnsnsnnnninsiennie P 1,156,888 | 3500
4, Add:
l A. Liabllities subordinated to claims of general creditors allowable in computation of net capital... riretvent et asas et et enrens 3520
B. Other (deductions) or allowable £redits (LIS ..., 3525
5, Total capital and allowable subordinated Habilities ... resreneeimiencrncens retie et ersras P 1,156,888 | 3530
6. Deductions and/or charges:
' A. Total non-allowable assets from v
Statement of Financial CONdition (NOtES B A C) .v.uvmmvereceeseomssesmrsereemesrecsssussrssssssmsesssssessrariot 9 764,832 {3540
B. Secured demand NOtE GBINGUENEY .....ceueererserrermrsrruememsenessresmesreoresremresee ssbssrsstsssasbrnssssssrassassss 3590
C. Commodity futures contracts and spol commodities ~
proprietary capital charges ... 3600
D. Other deductions and/or charges 3610] 764,832)) 3620
7. Other additions and/or allowable credits (List) S 3630
8. Netcapital before haircuts on securities positions ... - 392,056 | 3640
9. Haircuts on securities (computed, where apphcahle pursuanl to 15c3 1(f)):
l A. Contractual securities commitments 3660
B. Subordinated securities borrawings 3670
C. Trading and investment securities:
1. EXBMPLEA SECUITIES ceoveyvecrrreresreceemscmsstasisnasssbsasssars ssnsnes s s s s cs s b8 v 3735
I 2. Debt securities .......... 3733
o 3. Options ..o 3730
4. Other securities ..... 3734
D. Undue Concentration ... 3650
l E. Other (L) oo iin 3736 | )[3740]
10, NEE CAPHAL ..eoieerrrrreves v sersrissssssessesssenssreasems sbs st s b b R P s R0 o8 R ek et s e et nt e earrare e ens s s aeen $ 392,056 [3750)
l OMIT PENNIES
See notes to financial statements. 8



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER Salem Partners, LLC asof 12/31/07

COMPUTATION OF NET CAPITAL REQUIREMENT

Part A
11, Minimum net capital reqUIred {B%,% of N8 19) coovwrvrrermuieereercrsconre s s s bbb s st s b3 17,555 [3756)
12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement

of subsidiaries computed in 2CCOrdance With NOE (A) ..o e sssist s st s s s s bt $ 5,000 [3758
13. Net capital requirement (greater of fine 11 or 12j ....... $ 17,5655 | 3760
14, EXCESS NEE CAPIA] (N8 10 1BSS 3] .ovvorevcrerevereusensrasrssonsrmssssosssssassssossas s smssssssssssss st e o e LA B et $ 374,501 [3770
15, Excess net capital at 1000% (line 10 less 10% of Jing 19} ereevreceicsicnniniinenns b e e et i 2 § 365,723 | 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total A.l fiabilities trom Statement of Financial Condition........ ceertee bt epasaeeceseesee et ORI 263,333 [3790]
17. Add:

A. Drafts for immediate credit .. 3 - 3800]

B. Market value of securities borrowed for which no equivalent value

1S DI OF CTBUHE L.uu.rvvvereremserrccsnecssssssissasssssssrs st serassssssmeas st s Raa R g s s s s $ 3810

C. Other unrecorded amounts {List) . 3g20| $ 3830
18. Total aggregate indebtedness e res e e rernenees JOTO O 263,333 {3840
19. Percentage of aggregate indebtedness to net capital {line 18 <+ by N8 10) .ottt e % 67.17%] 3850
20. Percentage of debt to debt-equity total computed in accordance with Rule 15C3-1(0) ...t ecsesesnssanes %. 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B
21. 2% of combined aggregate debit items as shown in Formuta for Reserve Requiraments pursuant to Rule 15¢3-3

prepared as of the date of the net capital computation including both brokers or dealers and consolidated subsidiaries’ debits.......... $ | 3970|
22. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement of

SUDSIAiaries COMPULEH 1 ACCONTANTE WD NDIB (A ..covcemeemeerermssssssssrssssasmssssassmsess s s 8488 8e A8t b S pSYH 3880
23. Net capital requirement {greater of line 21 07 22) .covrvvvereae $ 3760
24. Excess capital (line 10 less 23) $ 3910
25. Met capital in excess of the greater of:

A. 5% of combined aggregate debit items or $120,000 SOV DYSOUORPRD. : 3520)

NOTES:

{A} The minimum net capital requirement should be computed by adding the minimum dollar net capital requirement of the reporting broker dealer and, for each

subsidiary to be consolidated, ihe greater of:
1. Minimum dollar aet capital requirement , or
2. 6% % of aggregate indebtedness or 4% of aggregate debits if allemnative method is used.

(B} Do not deduct the value of securities borrowed under subordination agreements or secured demand note covered by subordination agreements not in satistactory form
and the market values of memberships in exchanges contributed for use of company (contra to item 1740} and partness’ securities which were included in non-allowabie
assets.

{C) For reports filed pursuant to paragraph (d) of Rule 172-5, respondent should provide a list of material non-atlowable assets.

See notes to financial statements. 9



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART A

BROKER OR DEALER Salem Partners, LLC

For the period (MMDDYY) fronk, 01/01/07 [393to_12/31/07 3933
Number of months included in this statement 12 3931
STATEMENT OF INCOME (LOSS)
REVENUE
1. Commissions:
a. Commissions on transactions in exchange listed equity securities executed ON aN BXCHANGE ... iriens v 3935
D. Commissions on liSted OPUON WANSCHONS ...vvvumiimeriresersssiessserns mases s serasensessarrssssstssssssss s s sbss b s s s 3938
¢, All OINET SECUMNES COMITUSSIDNG 1vvvurrrrrcsceesesierrasraneessssserssasnsssrassasssssessns et smeras bo4E sRATRIEE PR P IR AR S SRR SR e A PR AT 0 3939
d. Total securities commissions .. 3940
2. Gains or losses on firm securities tradmg accounts
a, From market making in options on a national securities exchange 3945
D FrOM Gl OB WAGING v.ovvovrrrsrrnessrrsrrsseoseoserseseomeest iisbiastssatsrassssssessamsssesssmss e tmsstamm b b sy b anras 3949
€. TORAN QAN (JOSS) 1evrevueerrrarererremmssssiossasresrassers e be bstserasi ares s st e s AL RS R R e 3950
3. Gains or losses on turm securiies investment accounls - {25,000}} 3952
4. Profit {tess) Irom underwriting and SeING QrOURS ... e ccememn et s i - % 3855
5. Revenue irem sale of investment COMPANY SHATES ....ococvevirereiesresns s e ssmssn s srsssss s snees 3970
B, COTMITIOUIEIES FBVENUE ..vvvervreeerereersessass sessssenssss ansss ot sabasresssassrs sos seserassses sessmssss seRssFAEE PR SATESE RS SR b SR e R P e s s LA LA EAEA TR Sk st st 3930
7. Fees tor account supervision, investment advisory and adminisirative SBIVICES wciiiumairrsessiins st ses s cemn st 3975
B, OUIBT TBVENUE coeoooeeoveree s casecssansresresnssersesennesomere st s sbd bbb ssma e s s s sssansmasie st i snrssss 2,405,884 | 3995
O TOA] [EVEINUR covoevoeeeeeeoeeeseeoeeeeseeeeseeeeesrasens soseesssas sessre essmebes b4 S84 e oo RSS2 EL SRR SRR P 28 11 €101 LA R T S s s $ 2,380,884 | 4030
EXPENSES
10, Salaries and other employment costs for general partners and voting stockholder OffiCers ... 1,134,528 [ 4120
11. Other employee compensation and benefits ......c.crencncnnn. 1,925,506 | 4115
12. Commissions paid to other broker-dealers ... emesrressssssssnissernerninse ’ 4140
13. Interest expense 4075
a. includes interest on accounts subject to subordination agreements
14. Regulatory fees and expenses 33,095 14195
15. OTHEr BXPENSES ...cvvevreeeecremmemsermsisns 1,105,533 {4100
115, TOUA] EXPEIVSES . vv00r00x00r0250001550554 55415415 555488 LR E 0SS 15 Sk 88884 R4 80120 $ 4,198,662 |4200
NET INCOME
17. Income {loss) before Federal incame taxes and items below (1tem 8 1888 HEM 16) vt $ {1,817,778) [ 4210
18. Provision for Federal income taxes (for parent onty) ...... 4220
19. Equity in eamings {losses) of unconsofidated subsidiaries not included aDOVe ........crimrionsincocns 4222
a. After Federal inCOME taXeS OF .....coocncriminnsrirns e s
20, Extraordinary gains (losses) ...... 4224
a, After Federal income faxes of ......... .
21. Cumutative effect of changes in accnuntmg pnnc:ples 4225
22. Net income (foss) after Federal income taxes and EXTOTTINAIY HBMIS ...covvcrverrmmrermss i ssrsessesseas s s st sisssri s sssarsss s $ {1,817,778) | 4230
MONTHLY INCOME
23. Income {curvent month only) before provision for Federal income taxes and extraordinary MEMS w..........courmsesssmmrsrseseos e $ (1,010,028)[ 4211}
See notes to financial statements. 10




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

BROKER OR DEALER  Salem Partners, LLC

. Balance, beginning of period ... w 3

. Balance, end of period (From iteM 1800 ..ot ieiriins s o ess st sesssbass sssars o st st s bbb S R $

. BAIANCE, DEGIMMING OF IO . veeceevereoressmeoresosserscvesrssossessssssossessssest s s st ssssss s s srssoserscistissssrssssssssssassssssrsssrssess 90 9

For the period {MMDDYY) from 01/01/07

to _12/31/07

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

2,210,166 {4240

A. Netincome {less) ...............

(1,817,776} | 4250

B. Additions (Includes non-con-f.c.x"n.z'l.iﬁg capital of .....

975,000 | 4260

C. Deductions {Includes nen-conforming capital of

{210,500) | 4270

1,156,888 [4290]

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO GLAIMS OF GENERAL CREDITORS

4300

A. Increases

4310

B, DIBLIBASES .....coeeoeemesrmssss stsstsssessassvsmesrs sramness psspesssssssssasssas nssessn shnsbe cha R ESEErAEEa PP LR T AT T sS4 R e LA e AR e RS e s an P ans EHb BAb LA LA PR LT e TR r AT b e bt

4320

. Ba1ance, end of PEIOT {FIOM HEIM 3520) ..vurevvereeesoeeeseeeeesssssssee s ssssssssssssssssessessesases e ssreseasscesmotesost sesssssssssssses s s sssonse 9

4330

See notes to financial statements.

OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART 1IA

BROKER OR DEALER Salem Partners, LLC asof 12/31/07 -

EXEMPTIVE PROVISION UNDER RULE 15¢3-3

24, If an exemption from Rule 15¢3-1 is ¢laimed, identify below the section upon which such exemption is based {check one only)

A, (K)(1) — $2,500 capital category as per Rulg 15C3-1 .iirviesireismnsessnsss s inssssssssassanins 4550
B. {K){2}{A) — “Special Account for the Exclusive Benefit of CUSIOMETS”™ MAIMLAINGD .v...vrevcever v secscssassnsicninissrnsns 4560
C. {K}2)(B} — All customer transactions cleared through another broker-dealer on a fully disclosed basis.
Name of clearing firmy, |4335| 4570
0. (K{3) — Exempted by order of the Commission (include Copy Of IBHEMY .....oouercooceerecr i i 4580
(K)(2)(} See attached on page 13. ] X
Ownership Equity and Subordinated Liabilities maturing or proposed to be withdrawn within the next six months
and accruals, (as defined below), which have not been deducted in the computation of Net Capital.
Type of Proposed Amount to be
Withdrawal or Withdrawn {cash {(MMCDYY) Expect
Acerual {nsider or amount and/or Net Withdrawal or to
{See below Qutsider? Capital Value of Maturity Renew
for code ) Name of Lender or Contributor {In or Qut) Securities) Date {Yes or No)
" 4600] [ 4501 4602 4603 | 4604] I 4605]
% |4510| |4511| |4612| |4513| 14514[ 4615|
" 4620] (4521} 4622 4623 [ 4624| [ 46251
" | 4530[ 463 l [ 4532| | 4533| | 4534| 4535|
%5 4640 ] 4641 [ 4642 4643 E 4644 | 4545]
Tolal §% 4599)
OMIT PENNIES

Instructions: Detail Listing must include the total of items maturing during the six month peried following the report date, regardless of whether or not the capital contribution is
expected to be renewed. The schedule must also include proposed capital withdrawals scheduled within the six month period foliowing the report date including
the proposed redemption of stock and anticipated accruals which would cause a reduction of Net Capital. These anticipated acequals would include amounts of
bonuses, partners’ drawing accounts, taxes, and interest on captal, voluntary contributions to pension or profit sharing plans, etc., which have not been deducted

in the comptrtation of Net Capital, but which you anticipate will be paid within the next six months.

WITHDRAWAL CODE: DESCRIPTIONS
1. Equity Capital
2. Subordinated Liabilities
3. Accruals

See notes to financial statements,
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Salem Partners, LL.C
SEC File Number 8-50241
Period: January 1, 2007 through December 31, 2007

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

(i) Information Relating to the Possession or Control Requirements under Rule 15¢3-3

Salem Partners, LLC is exempt from SEC Rule 15¢3-3 under paragraph (k)(2)(1) which states
that the provisions of Rule 15¢3-3 shall not be applicable to a broker or dealer:

“who carries no margin accounts, promptly transmits all customer funds and delivers all
securities received in connection with his activities as a broker or dealer, does not otherwise hold
funds or securities for, or owe money or securities to, customers and effectuates all financial
transactions between the broker or dealer and his customers through one or more bank accounts,
each to be designated as “Special Account for the Exclusive Benefit of Customers of (name of
broker or dealer)”.
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SALEM PARTNERS, LLC
(A Colorado Limited Liability Company)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2007

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash '
used in operating activities:
Depreciation and amortization
Loss on investment
Forfeiture of equity option
Provision for doubtful accounts receivable
Change in assets:
Decrease in accounts receivable
Increase in related party receivables
Decrease in prepaid expenses and other assets
Increase in liabilities:
Accounts payable and other
Total adjustments

Net cash used in operating activities

Cash Mows from investing activities:
Purchases of fixed assets

Net cash used in investing activities

Cash flows from financing activities:
Advances to related parties
Repayment of advances to related parties
Distributions to members
Contributions from members

Net cash provided by financing activities

Net increase in cash

Cash and cash equivalents, beginning

Cash and cash equivalents, ending

Supplemental disclosure of non-cash investing and financing activities:

Settlement of related party liability by
recognizing contributions from members

See notes to financial statements.

$  (1,817,778)

34271
25,000
(35,500)
98,500

1,328,456
{186,499)
203,007

128,485

1,595,720

(222,058)

(20,824)

(20,824)

(160,000)
368,750
(175,000)
900,000

933,750

690,868

49,942

$ 740,810

$ 75,000
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SALEM PARTNERS, LLC
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2007

1. Summary of significant accounting policies and business of the Company:

Formation of the Company:

Salem Partners, LLC (the Company), a Colorado limited liability company, was formed in January 1997. Each
member’s liability is limited to its respective capital contributions, except as otherwise required by law.

The members’ interests in the Company are represented by membership units. There are two classes of
_ membership units: Class A and Class B. Only holders of Class A membership units participate in the
management and operation of the Company’s business.

At December 31, 2007, two individuals own 190 total Class A units and 410 Class B units, and one individual
owns 10 Class B units. There were no changes in members’ interests in the Company during the year.

Each member maintains a capital account that is increased or decreased by the amount of profit or loss
allocable to the respective member. Losses for any period are allocated among those members having a
positive balance in their capital accounts in proportion to and to the extent of such positive capital balances,
any remaining losses are allocated among the members in accordance with their membership units. If all
members maintain positive capital balances, profit or loss is allocated to members in accordance with their
respective membership units.

In certain circumstances, the Company has the option to purchase a member’s interest.

Business of the Company:

The Company is a registered broker-dealer subject to the rules and regulations of the Securities and Exchange
Commission and the National Association of Securities Dealers. The Company provides investment banking
and advisory services to clients primarily in the media and entertainment, technology and life sciences
industries. The Company does not hold customer funds or securities.

Furniture, fixtures, equipment and leasehold improvements:

Furniture, fixtures and equipment are stated at cost and are being depreciated using the straight-line method
over the estimated useful lives of the assets ranging from 5 to 7 years. Leaschold improvements are
amortized over the service lives of the improvements or the term of the related lease, whichever is shorter.

Cash and cash equivalents:

The Company considers all highly liquid short-term investments purchased with an original maturity of three
months or less to be cash equivalents.

The Company maintains its cash and cash equivalents in accounts which, at times, may exceed federaily
insured limits. The Company has not experienced any losses in such accounts.
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SALEM PARTNERS, LLC
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED DECEMBER 31, 2007

Summary of significant accounting policies and business of the Company (continued):
Allowance for doubtful accounts:

Accounts receivable consists of amounts due from clients for investment banking services. The Company’s
management periodically assesses its accounts receivable for collectibility and establishes an allowance for
doubtful accounts and records bad debt when deemed necessary. At December 31, 2007, management
determined that an allowance for doubtful accounts was not necessary.

Securities owned:

Proprietary securities fransactions are recorded on the trade date as if they had settled. Profit and loss arising
from all securities transactions entered into for the account and risk of the Company are recorded on a trade
date basis.

Marketable securities are valued at market value, and securities not readily marketable are valued at fair value,
as determined by management.

Investment banking and advisory services:

The Company earned substantially all of its revenue from investment banking and advisory services which
included private placement, merger-and-acquisition, and valuation assistance provided under contractual
arrangements that generally require clients to pay a non-refundable deposit, service fees or an agreed-upon
fee upon the closing of a transaction. The Company recognizes non-refundable deposits as revenue when
services are delivered or performed over the term of the arrangement, recognizes service fees as revenue
when the related services are provided, and recognizes transaction fees as revenue when the underlying
transaction is completed.

Deferred revenue:

Deferred revenue of $80,583 represents amounts billed or collected but not yet earned under existing
agreements and is included in “accounts and other borrowings not qualified for net capital purposes™ on the
Statement of Financial Condition.

Advertising:

The Company expenses advertising costs as incurred. During the year ended December 31, 2007, the
Company’s advertising expenses were insignificant.

Concentrations:

During the year ended December 31, 2007, one client accounted for approximately 14% of the Company’s
* total investment banking and advisory service revenue. At December 31, 2007, two clients account for
approximately 44% and 13%, respectively, of the outstanding accounts receivable balance.

Use of accounting estimates in the preparation of financial statements:

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.
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SALEM PARTNERS, LLC
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED DECEMBER 31, 2007

1. Summary of significant accounting policies and business of the Company (continued):

Income taxes:

Because the Company is a limited liability company, it is not subject to income taxes. Instead, each member is
taxed on its proportionate share of the Company’s taxable income, whether or not distributed. Therefore,
these financial statements do not reflect a provision for income taxes.

Comprehensive income:

Statement of Financial Accounting Standards (“SFAS™) No. 130, “Reporting Comprehensive Income”,
requires disclosure of comprehensive income which includes certain items previously not reported in the
statement of income. During the year ended December 31, 2007, the Company did not have any components
of comprehensive income to report.

Stock-based compensation:

The Company accounts for share-based payment transactions under SFAS No. 123R, “Share-Based Payment”.
Pursuant to SFAS No. 123R, compensation cost is generally calculated on the date of the grant using the fair
value of the option as determined using the Black-Scholes method. Compensation cost is then amortized over
the vesting period. The Black-Scholes valuation calculation requires the Company to estimate key
assumptions such as expected term, volatility and forfeiture rates to determine the stock option’s fair value.
The estimate of these key assumptions is based on certain historical information and judgment regarding
market factors and trends, There were no share-based transactions during the year ended December 31,2007.

Recently issued and enacted accounting pronouncements:

In Decernber 2007, the Financial Accounting Standards Board (“FASB™) issued SFAS No. 141 (R), “Business
Combinations”, which becomes effective for fiscal periods beginning after December 15, 2008. SFAS
No. 141 (R) requires all business combinations completed after the effective date to be accounted for by
applying the acquisition method (previously referred to as the purchase method). Companies applying this
method will have to identify the acquirer, determine the acquisition date and purchase price and recognize at
their acquisition date fair values of the identifiable assets acquired, liabilities assumed, and any non-
controlling interests in the acquiree. In the case of a bargain purchase the acquirer is required to reevaluate
the measurements of the recognized assets and liabilities at the acquisition date and recognize a gain on that
date if an excess remains. Management of the Company does not expect the adoption of this statement to
have an impact on its financial statements.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements, an Amendment of ARB 51", which becomes effective for fiscal periods beginning after
December 15, 2008. This statement amends ARB 51 to establish accounting and reporting standards for the
non-controlling interest in a subsidiary and for the deconsolidation of a subsidiary. The statement requires
ownership interests in subsidiaries held by parties other than the parent be clearly identified, labeled, and
presented in the consolidated statement of financial position within equity, but separate from the parent’s
equity. The statement also requires consolidated net income to be reported at amounts that include the
amounts attributable to both the parent and the non-controlling interest with disclosure on the face of the
consolidated statement of income, of the amounts of consolidated net income attributable to the parent and to
the non-controlling interest. In addition, this statement establishes a single method of accounting for changes
in a parent’s ownership interest in a subsidiary that do not result in deconsolidation and requires that a parent
recognize a gain or loss in net income when a subsidiary is deconsolidated. Management of the Company
does not expect the adoption of this staternent to have an impact on its financial statements.
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SALEM PARTNERS, LLC
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED DECEMBER 31, 2007

1. Summary of significant accounting policies and business of the Company (continued):
Recently issued and enacted accounting pronouncements {continued):

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities ", which provides entities with an option to report selected financial assets and Jiabilities
at fair value and establishes presentation and disclosure requirements designed to facilitate comparisons
between entities that choose different measurement attributes for similar types of assets and liabilities. The
standard requires entities to provide additional information that will help users of financial statements to
more easily understand the effect of the entity’s choice to use fair value on its earnings. It also requires
entities to display the fair value of those assets and liabilities for which the entity has chosen to use fair value
on the face of the balance sheet. The new statement does not eliminate disclosure requirements included in
other accounting standards, including requirements for disclosures about fair value measurements included
in FASB Statements No. 157, “Fair Value Measurements”, and No. 107, “Disclosures about Fair Value of
Financial Instruments”. This statement is effective as of the beginning of the entity’s first fiscal year
beginning after November 15, 2007. In November 2007, the FASB announced that it would defer the
effective date of SFAS No. 159 for one full year for all non-financial assets and liabilities, except those that
are recognized or disclosed at fair value in the financial statements on a recurring basis. Management is
currently assessing the impact that the adoption of SFAS No. 159 may have on its financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Valie Measurements ™. This statement defines fair
value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures about fair value measurements. SFAS No. 157 does not require any new fair value
measurements, but provides guidance on how to measure fair value by providing a fair value hierarchy used
to classify the source of the information. This statement is effective for fiscal years beginning after
November 15, 2007. Management is currently assessing the impact that the adoption of SFAS No. 157 may
have on its financial statements.

2. Securities owned:

Securities not readily marketable include investment securities (a) for which there is no market on a securities
exchange or no independent publicly quoted market, (b) that cannot be publicly offered or sold unless
registration has been effected under the Securities Act of 1933, or (c) that cannot be offered or sold because
of other arrangements, restrictions, or conditions applicable to the securities or to the Company. During the
year ended December 31, 2007, management determined that certain common stock held by the Company,
which was not readily marketable, was other than temperarily impaired. As such, the Company recognized
an impairment loss related to this investment in the amount of $25,000, which represented the total amount
of the investment recorded by the Company. This impairment loss is classified as “gains or losses on firm
securities investment accounts” on the Statement of Income (L.ass).

3. Furniture, fixtures and equipment:

As of December 31, 2007, fixed assets consisted of the following:

Leasehold improvements 3 17,714
Equipment 169,321
Furniture and fixtures 68.338
255,373

Less accumulated depreciation
and amortization 173.854
hY 81,519

18



SALEM PARTNERS, LL.C
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED DECEMBER 31, 2007

4. Operating leases:

The Company leases office space under a five-year operating lease expiring in 2008. Subject to certain
conditions, as described in the lease agreement, the Company has the option to renew the lease for an
additional five-year term. The Company is responsible for its proportionate share of any increase in
operating expenses of the building and taxes of the lessor.

In addition, the Company leases certain vehicles and equipment under operating leases that expire through
March 2009. Total rent expense for the year ended December 31, 2007, excluding rent expense allocated to
an affiliate of the Company (Note 9), was approximately $140,600. Future minimum lease payments at
December 31, 2007, under all operating leases are approximately as follows:

Years ending

December 31,
2008 5 134,000
2009 4,200

5 138,200
5. Retirement plan:

The Company has established the Salem Partners, LLC 401(k) Profit Sharing Plan (the Plan) for the benefit of
its eligible employees. The Plan is a defined contribution plan. Participants may contribute from 1% to 75%
of their eligible compensation, as defined in the Plan. The Company may make matching and/or additional
contributions to the Plan for the benefit of participants at its discretion. During the year ended December 31,
2007, the Company contributed $111,215 to the Plan.

6. Stock based compensation:

Prior to 2007, the Company entered into an agreement with an employee granting the employee an option to
purchase up to 74 units or a 15% equity interest in the Company from December 31, 2007 through and
including December 31, 2009. The minimum equity interest that may have been purchased by the employee
under the agreement was 2.5%. The exercise price of the option was $13,175 per unit, which was equal to
management’s estimate of the fair value of the Company’s units at the date of grant. The fair value of the
option granted was estimated to be $2,400 per unit on the grant date. Pursuant to the terms of the agreement,
in the event that the employee’s employment with the Company terminated for any reason prior to December

~31, 2009, the option would be forfeited by the employee. In December 2007, the employee’s employment
with the Company was terminated, and the option was forfeited by the employee. Because the requisite
service period was not satisfied and the option did not vest, previously recorded compensation expense inthe
amount of $35,500 was reversed during the year ended December 31, 2007,

7. Fair value of financial instruments:

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments”, requires the Company to disclose
estimated fair values for its financial instruments, for which it is practicable to estimate fair value.
Management believes that it is not practicable to estimate the fair value of the Company’s receivable from
affiliates due to the related party nature of the undetlying transactions. Management believes that the
carrying amounts of the Company’s other financial instruments approximate their fair values because of the
short-term maturities of these instruments.
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SALEM PARTNERS, L1.C
(A Colorado Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS ({CONTINUED)

YEAR ENDED DECEMBER 31, 2007

8. Net capital requirement:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule
15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. For the year ended December 31,
2007, the Company had net capital of $392,056, which was $374,501 in excess of its required net capital of
$17,555 and the Company’s net capital ratio was .67% to 1.

The following is a reconciliation between the Company’s computation (included in Part TIA of Form X-17A-5
as of December 31, 2007) of net capital and the computation based on the audited financial statements:

Net capital, as reported in the Company’s Part 11

(unaudited FOCUS report) $ 564,309
Audit adjustments to decrease accounts receivable

and adjust revenue for amounts not earned through

December 31, 2007 (154,590)
Audit adjustment to write-off uncollectible

accounts receivable (98,500)
Audit adjustment to recognize other than temporary

impairment of investment (25,000)
Portion of the above audit adjustments that represents

a decrease in non-allowable assets 278,090
Audit adjustment to record additional expense (160,000)
Additional non-allowable assets (8,309)
Other audit adjustments (3.944)
Net capital §__ 392,036

9. Receivable from affiliates:

At January 1, 2007, the Company had a receivable from affiliates controlled by Class A unit holders of the
Company totaling $12,659. During the year ended December 31, 2007, $160,000 in additional advances
were made to affiliates. In addition, during 2007, $261,499 was billed to an affiliate for certain costs that
were incurred by the Company and allocated to the affiliate and for consulting fees owed to the Company
that were collected by the affiliate. Under an expense sharing agreement, an affiliated entity is allocated a
portion of the Company’s expenses. The allocated expenses are not recorded in the Company’s financial
statements because the Company’s affiliate has agreed, in writing, to assume responsibility for these
expenses. The affiliates repaid a total of $368,750 related to these receivables and all advances. The total
outstanding balance due from affiliates in the amount of $65,408 is included in “Line 9” on the Statement of
Financial Condition. This amount is non-interest bearing, unsecured and due on demand.
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%A GHPHorwath

Certified Public Accountants and Business Consultants 1670 Broadway, Suite 3000
Denver, Colorado 80202
303.831.5000
303.831.5032 Fax
www.GHPHorwath.com

To the Board of Directors of
Salem Partners, LLC

In planning and performing our audit of the financial statements and supplemental schedules of Salem Partners,
LLC, as of and for the year ended December 31, 2007, in accordance with auditing standards generally accepted in
the United States of America, we considered the Company’s internal controf over financial reporting (internal
control) as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made a study of the
practices and procedures followed by the Company including consideration of control activities for safeguarding
securities. This study included tests of such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and net
capital under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3.
Because the Company does not carry securities accounts for customers or perform custodial functions r¢lating to
customer securities, we did not review the practices and procedures followed by the Company in any of the
following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting principles. Rule 17a-3(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the risk
that they may become inadequate because of changes in conditions or that the effectiveness of their designand . -
operation may deteriorate.
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A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstaternents on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelithood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the entity’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
aremote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify ail deficiencies in internal control that might be material weaknesses. However, we
identified the following deficiencies in internal control that we consider to be material weaknesses as defined
above. These conditions were considered in determining the nature, timing and extent of the procedures to be
performed in our audit of the financial statements of the Company as of and for the year ended December 31, 2007,
and this report does not affect our report thereon dated February 26, 2008.

Accounting Procedures and Control Activities Related to Revenue Recognition

The Company enters into a variety of contractual arrangements to provide consulting, broker and other
services to its clients. Some of these contractual arrangements are complex and contain specific fee
payment schedules, which require careful consideration in order to apply the Company’s revenue
recognition policies and procedures. We noted several instances whereby the Company’s management did
not properly record revenue in accordance with its revenue recognition policies. Audit adjustments were
required at year end to correct certain account balances, including writing-off accounts receivable no
longer deemed collectible in the amount of $98,500, reversing $100,000 of previously recognized revenue
not yet earned under existing agreements and reversing $54,590 of accounts receivable that had been
previously recorded as revenue by the Company when cash was received.

Material Transactions Not Recorded

We noted that certain transactions were not recorded by the Company during the year. The first transaction
arose in December 2007, when an employee of the Company terminated his employment. Pursuant to the
terms of an employment agreement, the Company was obligated to make certain compensation payments to
this employee. The non-recognition of this transaction results in an error in the Company’s periodic
computation of aggregate indebtedness under rule 17a-5(g) and net capital under rule 17a-3(a)(11). The
second transaction related to common stock held by the Company, which was not readily marketable, and
was determined to be other than temporarily impaired. Management of the Company did not record the
effects of either these transactions during the year ended December 31, 2007. Audit adjustments were
" réquired at vear end to recognize an other than témporary impairment on the investment in the amount of
$25,000 and to accrue a liability for additional compensation owed to the terminated employee in the
amount of $160,000.
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We discussed these matters with the managing members of the Company and they informed us that, 1).
Management will perform a review of their control activities and make necessary changes to ensure that
transactions are being recognized and recorded when they occur and in the proper period, and 2). A managing
member of the Company will perform an analysis of the status of contracts in effect and review transactions to
ensure that they are being recognized and recorded in accordance with the Company’s stated policies and
generally accepted accounting principles.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of
this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange
Act of 1934 and related regulations, and that practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Company’s Board of Directors, management, the
SEC, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended to be and should not be used by anyone other than

these specified parties.

P Headt, A C.

February 26, 2008




